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All values in million U.S.$ 


KEY ECONOMIC INDICATORS: 


Item and date of most recent 
data shown in parentheses 


INCOME , PRODUCTION, Brive 
GDP at Current Prices (1Q72)— 110,036 123,747 


83,844 


GDP at 1963 Prices (1Q72) 
Plant & Equipment Investment 
1963 prices (4Q71) 


Indices: 


1970 


7,067 


Industrial Production(1963=100)(5/72) 124.1 


Avg. Labor Productivity (1963=100) 


(1972) 128.1 
Basic Hourly Wage Rate (1/56=100) 

(6/72) n.s.a. 6/ 217.7 
Personal Income (1Q/72)— / 111,256 
Wholly unemployed (6/72) (000)— 573 


MONEY AND PRICES 8 


Money Supply (10/72) (millions) 2/ 44,415 


Central Govt Borrowing Requirement 


(19/72)2/ 10/ -1,769 
External Debt (2Q/72)— 3,286 
Bank Rate (6/72) 7 
Indices: 
Retail Sales (1966=100) (5/72) 104.2 
Retail Prices (1963=100)(5/72)nsa 140.2 
Wholesale Prices (1963=100) (2Q/72) 
n.s.a. 127.7 
BALANCE OF PAYMENTS AND TRADE 11/ 
Gold & For.Exch.Reserves(6/72)— 3,070 
Total Currency Flow ,ngg 619/72) 3,354 
Trade Balance (1Q/72)=< 1,592 
Exports (5/72) s.a. 21,012 
U.S. Share 11.7 
Imports, cif (5/72) 23,545 
U.S. Share 13.0 
Main Imports from US 
Non-electrical Machinery 732 
Electrical Machinery 281 
Transport Equipment 216 
Cereals & Cereal Preparations 180 


Sources: 


Footnotes: 





UNITED KINGDOM 
Exchange rate as of July 49; 1972 
US $1.00 = 40.8 new penced 


Rate 
to / of 3, 
1971 1972 change growth 
33,190 18.8 7.3 
84,894 20,773 7 -2.1 
6,814 NA -3.6 -3.4 
125.0 131.2... 4. -.2 
133.7 134.4 3.1 a 
246.4 araue 12.5 9.1 
122,134 32,371 11.0 6.0 
744 799 10.7 15.3 
49,065 55,449 15.7 a 
1,480 ~2,105 11.9 -- 
1,082 0 -- ne 
5 6 -- -- 
104.8 108.5 3.4 2.3 
153.4 162.6 6.1 5.2 
L37.7 143.4 4.5 Jae 
6,582 6,965 77 44 
8,411 148 -- -- 
2,551 78 -70 -87.3 
23,909 10,287 9.4 3.3 
11.7 11.6 ne -- 
25,624 11,741 11.2 10.0 
‘32 10.8 -- -- 
641 251 -13.3 -6.0 
235 118 13,2 20.5 
266 128 -10.5 15.5 
183 66 -37.1 -13.4 


Monthly Digest of Statistics, Economic Trends, Financial Statistics, 
Bank of England Bulletin, and Overseas Trade Statistics of the U.K. 
see next page. 





Footnotes: 


1/ Effective June 23, 1972 the pound was floating. For the 
purpose of converting sterling values into dollars, the 
rate of $100 = 38.4 new pence was used. 


2/ For money values this has been calculated by cumulating 
the total for the year to the latest data and comparing 
with comparable value in 1971. For index numbers, latest 
figure is compared with same date for previous year. 


ool 


3/ For money values, total to latest date has been annualized 
and compared with 1971 total. For index number, average 
level for year to date compared to 1971 average level. 

4/ Expenditure basis at factor cost. 

5/ Production industries at 1963 prices. 

6/ Before adjusting for depreciation and stock appreciation. 
7/ Monthly average or level for Great Britain. Latest figure 
compared to same date in previous year for percentage 
change and average for year compared to previous year for 

growth rate. 

8/ Amounts outstanding at end of period or quarterly average. 
For calculation of % change and growth, see footnote 7. 

9/ Minus equals debt repayment; plus equals borrowing. 

0/ Medium and short term debt to IMF and central monetary 
Institutions. 

/ 1970 and 1971 are year-end values converted at £1 = $2.6057. 
/ Visible plus invisible. 
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Summary: 


The British economy has recovered from the impact of 
the coal miners’ strike and, after further substantial 
reflationary measures, is heading towards the Government's 
goal of a 5% annual rate of growth. Consumer and govern- 
ment expenditures are leading the way with manufacturing 
investment still weak. Unemployment has dropped much 
faster than most commentators anticipated. 


Inflation fears have mounted as the rise in wages 
fails to moderate significantly. This concern played a 
major role in the huge speculative outflows and reserve 
losses which resulted in the government temporarily 
floating the pound on June 23 despite a continued, albeit 
reduced, current account surplus and record reserves, The 
pound has floated down to the $2.45 range, thus eliminatirg 
much of the competitive gain U.S. producers received vis-a-vis 
their British counterparts as a result of the Smithsonian 
Agreement. However, the benefits to U.S. competitiveness 
against other major competitors from the Smithsonian 
agreement remain, and a more rapidly growing U.K. economy 


should help British demand for U.S. goods, 





A. THE CURRENT ECONOMIC SITUATION AND TRENDS 
Economic Growth Continues 


Spurred by a further significant reflationary budget, 
the economy has quickly recovered from the effects of the 
coal miners' strike and is headed in the direction of the 
government's goal of a 5% ammual rate of growth. Despite 
the nearly 4% decline in GDP (on an expenditure basis) 
in the lst quarter 1972, industrial production in the five 
months to May has recovered to the 2nd half 1971 level with 
the level for April-May some 3%% above 2nd half 1971 levels. 
Retail sales are also up sharply and in April-May stand 
1.7% above the 2nd half of last year. Unemployment has 
dropped sharply in the 2nd quarter and, at 3.5% for wholly 
unemployed in Great Britain, is below levels many experts 
did not anticipate being achieved for some time. 


Consumer expenditures appear to be the main expansionary 
force as installment credit and personal loans continue 
to expand rapidly. Export volume has also recovered 
somewhat from depressed lst quarter levels and government 
expenditure is rising sharply. Manufacturing investment 
continues to be a disappointment. The latest investment 
intentions survey points to a 3% decline in 1972 following 
1971's 5% fall. However, profit positions are improving 
rapidly and latest information indicates that bank loans 


to industry are beginning to pick up. The increased demand 
for credit by all sectors has been reflected in tightening 


interest rates with the banks’ base rate now standing at 7%. 
Inflation Worries Mount 


There is renewed concern that inflationary pressures 
may be mounting despite the fact that increases in the 
retail price index have been cut sharply. By May, the 
year-on-year increase was down to 6.1% compared to 


last summer's 10.1% peak. However, the increase in average 
earnings is picking up with May's year-on-year comparison 
of 11.8% reversing earlier declines and moving near levels 
existing during the period of greatest wage pressure. The 
rise in basic hourly wage rates has reached a plateau of 
12%, a level unlikely to be consistent with a reduction 

in inflationary pressures. There are fears that the large 








wage settlements in the coal mine and rail disputes could 
set off a renewed wage spiral and thus heat up inflation 
some more. The price implications of the floating pound, 

tax on value added (TVA) and higher rents add to these fears. 
Money supply increases at an annual rate of 20% are also a 


major factor in the fears of renewed inflationary pressures. 


Efforts are continuing on the development of a policy 
to restrain inflationary wage and price increases. Industry 
and the unions are setting up an independent conciliation 
service to help settle disputes before they lead to strikes. 
Renewed talks between the unions, business and government 
which might lead to more amicable relations and greater 
success on wage and price inflation were also contemplated. 
The CBI price restraint initiative has also been extended 
3 months to October 31. 


Sterling Floats Downward 


The impact of inflation on Britain's competitiveness, 
strikes and a faster growing economy have cut deeply into 
1971's balance of payments surplus. Visible trade 
registered a $500 million deficit in the lst half 1972 
compared to a $660 million surplus in the 2nd half of last 
year. The invisible surplus continues to more than offset 
this deficit leaving a current account surplus, but one 
which totalled only $80 million in the lst quarter and 
probably not much higher in the 2nd quarter. As a result 
of the Smithsonian Agreement, capital inflows were 
reduced sharply in the lst quarter. However, Britain's 
official short and medium term debt has all been repaid, 
reserves are at historic highs and its IMF credit position 
is restored. 


Despite high official reserves and a continued current 
account surplus, huge speculative capital outflows resulted 
in the Government temporarily floating the pound on June 23. 
After reserve losses of $2.5 billion, further efforts to 
hold the rate were considered by the Government as likely 
to lead to unacceptable reserve losses. In addition, the 
Government did not believe that the objective facts of 
Britain's balance of payments warranted a devaluation, 
and there was concern that such an act might call into 
question the Smithsonian Agreement. After the reopening 





of foreign exchange markets on June 27, the pound has 
floated downward to the $2.45 range, representing a 
depreciation of about 6% from the central rate agreed 
to in December. The Government has stated that the 
float is temporary and that they "hope" to be able to 


return to a fixed exchange rate by January 1, 1973, 


In addition to floating sterling, exchange control 
regulations were imposed on capital transactions with the 
sterling area with the exception of the Irish Republic 
and the Channel Islands. The most important of these in 
terms of immediate effect is the requirement that invest- 
ment currency, with its substantial premium over the 
official exchange rate, be used for portfolio purchases 
of sterling area securities. However, the 25% surrender 
rule at the official exchange rate which is required on 
sales of non-sterling area securities is waived on sales 
of the sterling area securities. In the future, direct 
investment in the sterling area countries must now 
receive prior approval from the Bank of England. New 
lines of bank credit must also be approved by the Bank 
of England. The Government has stated that these exchange 
control measures are temporary and necessitated by the 


fact that many sterling area countries now have exchange 
rates not tied to the pound. 


Prospects for 1972 


The present buoyancy in the economy suggests that the 
2nd half 1972 will be marked by rapidly improving aggregate 
demand. The budget measures announced in March resulted 
in tax cuts of more than $3.6 billion and a central govern- 
ment budget deficit of $8 billion. It is expected that 
these measures will boost the underlying growth rate by 2%. 
Virtually all the impact of these tax cuts, as well as 
those of last summer, are aimed at consumer expenditures. 
Government expenditures are also set to rise sharply in 
the 2nd half as last year's moving forward of expenditure 
plans begins to have an effect on outlays. Some improve- 
ment in the foreign sector was also anticipated before the 
float. Renewed stockbuilding in the 2nd half is also 
expected. Sterling's floating down could add a further 
stimulative factor. 








While growth could be rapid, significant soft spots 
in the economy remain. Inflation shows little signs of 
abating significantly in the absence of further progress 
in moderating wage claims. The increase in the money 
supply is very high by both historic and international 
comparisons. The recent sharp rise in productivity could 
be cut back somewhat in the face of weak investment trends 
and the re-absorption of labor. The economic base from 
which the economy is growing is much lower than estimated 
at the time of the Budget. Growth is heavily weighted 
towards consumer spending, with little response from 
non-residential investment or other private sectors. 
Confrontations between the Government and unions over 
industrial relations policy continue to disrupt the economy. 


B. IMPLICATIONS FOR THE UNITED STATES 


To the extent that the dollar-sterling rate continues 
below the $2.60 rate established last December, the improved 
competitive position U.S. producers received in the 
Smithsonian Agreement vis-a-vis British producers will be 
eroded. However, U.S. products continue to benefit from 
the improved competitiveness gained last December in relation 
to other major exporters to the U.K. Also, in recent months 
the price level in the U.K. has been increasing faster than 
in the U.S., thus giving some competitive advantage to U.S. 
producers. Furthermore, the major reflationary measures 
in the U.K. budget provide a spur to economic activity 
at a time when it was beginning to flag. This will increase 
demand for imported goods and improve market opportunities, 
especially in the consumer area. 


In addition to the tax cuts, major modifications in 
Britain's tax structure were introduced in the March: Budget 
which will affect U.S. business. Details of the tax on 
value added (TVA) to be introduced in April 1973 to replace 
purchase tax and selective employment tax were presented. 
There will be a single TVA rate of 10% with full exemption 
for such major categories as exports, fuel and power, 
building construction, books and newspapers and services 
to overseas traders. As a transition measure, the 45% 
and 30% rates of purchase tax were reduced to 25%. As a 
revenue measure, and after institution of TVA, there will 
be an additional 10% tax on cars. 





The Government has announced that the taxation of 
corporate income will be based on the imputation system 
beginning April 1, 1973, in order to eliminate double 
taxation of distributed income. It has also announced 
that the change will necessitate a revision of inter- 
national taxation agreements and that these negotiations 
will be undertaken as rapidly as possible. Free depreci- 
ation on immobile plant and equipment was also extended 
in the Budget to the entire country instead of just the 
development areas. A new 20% grant for plant and equipment 
expenditures, in addition to free depreciation, has been 
introduced for the development areas. 


Specific areas which will be of immediate interest 
to U.S. producers include: 


(1) North Sea Oil. Over the next decade, vast sums 
will be spent to exploit North Sea offshore oil. American 
companies are heavily represented among the exploration 
companies and are also assured of a major share of the 
construction and supply business connected with the drilling 
phase. Some unspecialized activities are currently being left 
to others, among them the building of oil rig supply boats, 
which is being done by the British, Europeans and others, 
and the supply and operation of wire line downhole instruments. 
American companies will not be so strongly represented in the 
production phase as in the drilling phase, but our participa- 
tion will be substantial. 


(2) Coal. The British Steel Corporation, which is 
the only substantial importer of coking coal, says that it 
will bring in about 800,000 tons during the coming 12-month 
period - all, or almost all, from the U.S. (BSC said that 
no coking coal, or very little, is being purchased this 
year from Australia.) As for the only substantial importer 
of regular (steamraising) coal, the Central Electricity 
Generation Board, that body says that it has no plans to 
import coal during the coming year. Stocks, they say, 
are very good for this time of year, and they see no need 
to import coal for the foreseeable future. 





(3) Chemicals. Surplus capacity in chemicals is 
thought to be lessening slightly, but the change is not 
sufficiently encouraging to induce U.K. companies to 
invest in new capacity. The Chemical Industries Association 
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does not expect the trough in the investment cycle to bottom 
out until 1974. This means that, generally speaking, the 
U.K. chemical industry can fill all the orders it now has, 
and more, and consequently that U.S. chances of increasing 
exports here at the expense of domestic manufacturers are 
diminished. 


(4) Clothing. American jeans for young people have 
become very popular here in the last few years. Several 
brands are selling extremely well, and there seems room for 
others. 


(5) Machine Tool Industry. The machine tool industry 
in 1971 in the U.K. suffered its worst trading year since 
the war and is now only just beginning to show the first slight 
signs of a recovery. New orders for machine tools in 1971 
totalled £135 million, a drop of 32% in 1970, and at this 
level the industry is only working at 60-65% of capacity. 
The main reason for the slump was lack of demand in the U.K. 
market, but this itself coincided with the virtual collapse 
of the U.S., German and other continental sales areas. As 
a result of these pressures, the industry has reduced its 
labor force from 63,000 to well under 50,000 over the past 
two years. 


(6) Electronics. The U.K. electronics industry con- 
tinues to depend largely on consumer electronics for its 
success stories, mainly in the entertainment sector sales 
of hi-fi and TV equipment. Perhaps second best is the 
communications sector sustained in part by heavy Post Office 
orders, with bright future prospects attributable to increas- 
ing use of terminals for a wide variety of purposes. Capital 
equipment continues to be in a slump with no signs of a let- 
up in the immediate future. A few optimistic predictions are 
heard that this sector may begin improvement by the fourth 
quarter of this year, but evidence of this is still lacking. 


(7) Computers. The computer industry continues to 
be profitable but only at about half the rate of 1971. 
The government recently announced a grant of £14 million 
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to ICL for further R & D necessary to bring out the newest 
range of ICL computers. Sceptics note that this sum, to 

be spread over 18 months, can hardly be enough if continued 
at the same rate, to permit ICL to compete in the world 
market with a wide range of computers, 


(8) Aerospace. The aerospace industry continues to 
cheerfully post record export figures, March 1972 being 
the highest ever, but most of this continues to come from 
spare parts and reconditionedequipment, thus depending 
upon sales and manufacturing efforts of some years ago. 
The longer term picture continues to look gloomy with no new 
major British aircraft in sight and old standbys moving 
towards obsolescence. Such new work as there is comes 
principally from missiles, joint projects such as MRCA, 
Concorde and the Jaguar and an order for a new trainer 
for Hawker Siddeley. 
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1966-70 
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market share reports are issued in two series: 


THE COUNTRY SERIES gives: THE COMMODITY SERIES gives: 


® U.S. dollar values and percentage © total import market for most 
shares of the market manufacturers 


© values of shipments of manufac- * dollar value of shipments by the 
tured products of eight other U.S. and eight principal suppliers 


countries © 1,109 commodity reports to 92 


e dollar value of shipments of 1,127 Gestinations 


manufactured products into a Country Series, $3 each report 
single foreign market 
e - Commodity Series, $3 for one to five 


© 73 country reports reports 
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